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In May 1996, the development commu-
nity, including USAID, adopted the
formidable challenge of reducing by
half the proportion of people living in
extreme poverty by the year 2015.1

Eighty-five percent of the world’s poor
subsist in low-income developing
countries and regions where poverty is
widespread. To help them, develop-
ment programs must work to ensure
that the poor have opportunities to
improve their lives.

Experience over the past 35 years
demonstrates that economic growth is
the major factor in reducing poverty in
low-income countries—the faster the
economy grows, the faster poverty
diminishes.2 In the poorest countries,
agricultural development is critical for
initiating and sustaining broad-based
economic growth. Success in reducing
global poverty, therefore, depends on
economic growth and agricultural
development.

Economic growth, including agricul-
tural development, contributes to other
dimensions of development. Expanded
economic opportunities and higher
incomes are associated with improve-
ments in basic education, basic health,
and fertility reduction. Countries that
have made significant economic and
social progress are better able to estab-
lish and sustain democratic government

and protect the environment. For
countries in transition, such as the
former communist countries of the
Soviet Union and eastern Europe,
broad-based economic growth enhances
political stability and eases the trans-
formation along the path to reform.
Failure to make economic and social
progress significantly raises the odds
ofcrisis and state failure. The countries
typically identified as failed states—
Afghanistan, Angola, Burundi,
Cambodia, Congo (Zaire), Liberia,
Myanmar, Rwanda, Sierra Leone,
and Somalia—are among the poorest
in the world.3 While, in some of
these cases, it is unclear whether a
lack of progress caused or was
the result of being a “failed
state,” a lack of progress, crisis
and failure are clearly linked.

Economic growth around the
world also benefits the U.S.
economy directly. U.S. exports
to developing countries in 1997
alone totaled $275 billion, up
from $239 billion the year before.4

These exports have been growing at
a rate of 13 percent per year since
1987. In comparison, U.S. exports to
other industrialized countries grew at 9
percent during the same period. Clearly,
economic performance in developing
countries has a large and growing
impact on the U.S. economy. Promoting
it is in the U.S. national interest.
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The Economic Growth and
Agricultural Development
Strategic Framework

USAID promotes broad-based eco-
nomic growth and agricultural develop-
ment through programs that expand
and strengthen critical private markets,
encourage more rapid and enhanced
agricultural development and food
security, and expand and make more
equitable access to economic opportu-
nity for the rural and urban poor.

USAID programs that expand and
strengthen critical private markets use
five complementary approaches that
1) improve the policies, laws, and
regulations that govern markets;
2) strengthen those private financial
institutions that reinforce and support
competitive markets; 3) support private
and public investments in infrastruc-
ture, including telecommunications;
4) privatize state-owned enterprises;
and 5) promote the training and tech-
nology transfer required for the private
and regulatory sectors to maintain a
competitive market environment.

Appropriate laws, policies, and regula-
tions create an enabling environment
that provides for efficient functioning
of private commodity, labor, and capi-
tal markets. Elements of an enabling
environment include sound currency
exchange, fiscal, and monetary policies
and the institutions needed to promote
economic growth. Sound, market-
responsive private financial institutions
promote competition by making it
easier for competing firms to take
advantage of market opportunities.
Better infrastructure—postal service,
roads, and telecommunications—
facilitates the flow of goods, services,
and information between producers and
customers. The privatization of state-
owned enterprises into either well-
regulated private monopolies or com-
petitive private enterprises promotes
efficiency. Training and technology
transfer improve the capacity of the
private sector to take advantage of
market opportunities and the capacity
of regulators to enforce needed regula-
tions without stifling productivity and
innovation.

USAID’s approaches to encourage
more rapid and enhanced agricultural
development and food security con-
centrate on 1) improving policies,
2) strengthening support institutions,
3) promoting development transfer of
appropriate technology, and 4) generat-
ing labor and product market linkages
that maximize the outputs of each.

Appropriate agricultural policies are
essential if farmers are to have adequate
incentives for investment and growth.
For example, state-owned monopolies
may pay farmers below-market prices
for commodities, and then sell them at a
much higher rate. In effect, they use
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their monopoly power to raise revenue
—collect taxes, as it were—for the
government. As these taxes become
excessive, they reduce the profitability
of commercial farming, creating strong
disincentives to invest in technologies
that might increase agricultural yields.
As described below, USAID works to
change such dysfunctional policies and
institutions.

USAID brings agricultural research,
technological experimentation, and
innovation to bear on agricultural
problems to help increase productivity
of land and farm labor in the develop-
ing worlds. The vehicles for this
assistance are supporting partner
institutions, such as the U.S. land
grant colleges, and specialized interna-
tional agricultural research centers.
These work with a range of developing
country national and regional institu-
tions. Since increasing productivity
lays a basis for increased production
and lower consumer prices, it is a basic
step toward improving food security.
Since different areas have different
potential labor availability and agricul-
tural potential, one way to increase
productivity is to ensure that appropri-
ate market mechanisms exist to link
available labor in one area with the
opportunities to improve productivity
in another.

USAID’s programs that expand and
make more equitable access to eco-
nomic opportunity for the rural and
urban poor 1) expand access by micro-
entrepreneurs, particularly women, to
financial services; 2) increase access to
appropriate agricultural and nonagri-
cultural technologies, with special
attention to gender; 3) improve the
legal and regulatory environments
facing microenterprises and small and

medium-size businesses; 4) increase
access to information and information
technologies; and 5) increase access to
training in business practices and ap-
plied numeracy and literacy.

Small or micro business owners face
substantial barriers to obtaining credit.
These include difficulty in demon-
strating creditworthiness, conservative
formal financial institutions, credit
rationing, and collateral requirements.
Often these barriers deny them loans
that they could use productively and
that they could repay. In addition, the
poor—particularly poor women—need
a sound policy environment to enable
them to pursue their livelihoods, and
access to technologies that will help
them improve their productivity and
earn higher incomes. Government
policies, such as licensing require-
ments, may hinder development of
microenterprises and small and
medium-size businesses. The poor also
need information about market oppor-
tunities and technologies that will help
them improve their incomes. They need
training in better business practices and
applied literacy and numeracy.

Distribution of
USAID Programming

In 1997, the Agency had 145 programs
supporting broad-based economic
growth and agricultural development in
76 operating units (countries, regional
offices, and central bureaus). These
programs represent 29 percent of all
USAID programs and 84 percent of all
operating units (see annex A, table 1).
Of these programs, 67 were in develop-
ing countries, 68 were in countries
making the transition from communism,
and another 10 were globally oriented.
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Figure 1.1 shows the distribution of
economic growth programs by objec-
tive. The objective to expand and
strengthening of critical private mar-
kets objective is the most common,
since 78 percent of all economic
growth programs support this objec-
tive.

In the Europe and new independent
states region, all operating units have
economic growth programs. In these
countries, strengthening private mar-
kets is the key to making the economic
—and political—transition from com-
munism. By contrast, only about
60 percent of the operating units con-
tribute to agricultural development. An
even smaller number contribute to pro-
grams that directly address expanded
and equitable access to economic op-
portunity for the poor.

For the Latin America and the
Caribbean region, USAID operating
units primarily seek to expand and
strengthen critical private markets and
expand access and opportunity for the
poor. A somewhat smaller number of
programs contribute to agricultural
development. This pattern is explained
in part by the region’s relatively high

per capita income and relatively
skewed income distribution. Programs
place slightly more emphasis on
integrating the region’s economies,
including their agricultural sectors,
with the global economy while helping
the least-advantaged benefit from that
integration.

In the Africa region, USAID programs
emphasize agricultural development,
given its importance for growth,
poverty reduction, and food security in
the poorest countries. Other USAID
programs concentrate on promoting
openness to trade and investment,
mobilizing domestic resources, and
improving the enabling environment
for the private sector.

In the Asia and the Near East
region—which is poor, but economi-
cally further along than Africa—there
are more programs to strengthen mar-
kets and expand access and opportunity
for the poor than to promote agricul-
tural development. The agricultural
development programs that do exist
concentrate on promoting investment
in and exports from the private agri-
business sector.

Overview

Following this introduction of USAID’s
goal of encouraging broad-based eco-
nomic growth and agricultural develop-
ment,  and the distribution of programs
by objective and region, section II
analyzes regional progress toward per-
formance goals. Overall, performance
has been positive in recent years, with
some variation across regions. This
section also summarizes operating
units’ success in meeting their targets
for economic growth programs.

Figure 1.1
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Section III highlights programs that
illustrate USAID contributions and
achievements in economic growth and
agricultural development in FY97 in all
three growth objectives.

Many of USAID’s programs aim to
strengthen the role of the financial sec-
tor in the economy by promoting sound

fiscal and monetary policies, strength-
ening banking institutions and financial
markets, and promoting access to credit
by small farmers and microentrepre-
neurs, integrating them into formal
financial markets. Section IV explores
this in-depth by examining two areas
relating to finance—microenterprise
development and capital markets.

This section examines progress
in USAID’s economic growth perfor-
mance goals against the benchmarks
established in the 1997 annual perfor-
mance plan. In most cases, the bench-
marks refer to performance during the
first half of the 1990s.5 The Agency’s
Strategic Plan lists the following per-
formance goals for economic growth:

• average annual growth rates in real
per capita income above 1 percent
achieved;

• average annual growth in agriculture
at least as high as population growth
achieved in low-income countries;

• proportion of the population in ex-
treme poverty reduced by 25 percent
in 10 years (in line with the Devel-
opment Assistance Committee target
of 50 percent reduction by 2015);

• openness and greater reliance on pri-
vate markets increased (as indicated
by improved scores for economic
freedom, and by expanded trade and
direct foreign investment); and

• reliance on concessional foreign aid
decreased in advanced (middle-
income) countries.

Progress toward achieving these goals
is not simply due to USAID’s efforts,

since the entire development commu-
nity, including the governments and
people of the countries involved are
involved. In addition, the sheer force of
the expanding global economy has had
a significant impact.

The patterns that emerge from the data
are fairly clear and consistent. The
countries in USAID’s Asia and Near
East region continue to show high-level
performance, compared with the base-
lines and other regions. The effects of
the Asian financial crisis on USAID
recipients are not yet discernible in the
data reviewed here, and (apart from
Indonesia) largely remain to be seen.
The sub-Saharan Africa region—
where performance had been weakest
—has seen striking improvements.
Analyses completed by USAID and the
International Monetary Fund (IMF)
indicate that this is mainly caused by
improved policies, rather than weather,
terms of trade, or other external factors.6

In the Europe and new independent
states region, data through 1997 show
a continued pattern of strengthening
recovery in countries making the tran-
sition from communism. However, the
crisis in Russia is likely to handicap
progress in other new independent
states, because of their close trade links

II. PROGRESS TOWARD ECONOMIC GROWTH GOALS
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with Russia. There is also some recent
evidence of backsliding on reforms.
Performance has improved in the Latin
America and Caribbean region,
although there is room for more
improvement.

Developing countries, with the support
of the development community, have
achieved considerable success in meet-
ing the main economic challenges. If
performance trends through 1997 can

be maintained, the ambitious DAC
and USAID target of halving the

proportion of people living in
extreme poverty by 2015 is
likely to be achieved for most
of the developing world. Eco-
nomic freedom has increased
for two thirds of countries
receiving USAID assistance.
Direct foreign investment and
trade have expanded sharply
in all regions, trends that have

directly benefited the United
States. Although the precarious

state of the international economy
in 1998, particularly in Russia

and parts of Asia, may slow these
trends, they should continue over the

medium term for most USAID recipi-
ents. Among middle-income develop-
ing countries and most of the countries
in transition from communism, depen-
dency on concessional foreign assis-
tance is low or falling steadily.

Country Development
Trends

• Annual Growth in Per Capita
Income Above 1 Percent

Most regions showed substantially
improved economic growth in 1994–97
compared with the 1992–96 baseline.
About two thirds of USAID recipient

countries achieved per capita income
growth higher than 1 percent, com-
pared with less than half (45 percent) in
the base period. By region, the pro-
portion of countries with such growth
ranged from 50 percent (and rising) for
Europe and the new independent
states to 100 percent for Asia and the
Near East.

In the Africa region, growth perform-
ance is much improved. Sixty-five
percent of the USAID countries
evaluated (13 of 20) surpassed the
1 percent threshold, compared with 36
percent in the base period. Growth was
2 percent or greater in 10 countries—
Angola, Benin, Eritrea, Ethiopia,
Guinea, Guinea–Bissau, Malawi,
Namibia, Uganda, and Zimbabwe.
Countries that clearly fell short of the
benchmark included Kenya, Madagas-
car, Niger, Tanzania, and Zambia.

In the Asia and Near East region, all
14 USAID countries were above the
1 percent threshold, most by substantial
margins. Seven countries grew at 3.5
percent or better (Bangladesh, Cambo-
dia, India, Indonesia, Lebanon, Sri
Lanka, and Vietnam), while three oth-
ers (Israel, Jordan, and the Philippines)
were well above 2 percent. While
Indonesia’s economic and political
situation  has come untracked in 1998,
it remains to be seen how the Asian
financial crisis will affect other USAID
recipients in Asia.

In the Latin America and Caribbean
region, 8 of 15 USAID countries
surpassed the 1 percent threshold
(53 percent), compared with 43 percent
in the base period. Growth was 2 per-
cent or greater in Brazil, Dominican
Republic, El Salvador, Guyana, and
Peru. Jamaica, Haiti, Honduras, and
Paraguay clearly fell short of the goal.

Most regions
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improved economic
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1992–96
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In Europe and the new independent
states, 11 of 22 countries had annual
growth in per capita income at or above
1 percent, in most cases by substantial
margins. In keeping with the pattern of
decline and recovery that can be ex-
pected during transition from commu-
nism, 9 of the 11 countries that did not
surpass the threshold show clear im-
provements in growth performance in
1994–97. The number of countries in
the region achieving positive growth
has increased steadily over time.
However, Albania and Russia (among
others) face serious challenges, and the
effects from the crisis in Russia may
be substantial.

• Growth in Agriculture at Least as
Rapid as Population Growth for
Low-Income Countries7

The vast majority of low-income
countries achieved agricultural growth
at least as rapid as their population
growth. Performance in sub-Saharan
Africa improved dramatically. Overall,
25 out of 29 USAID recipients (86 per-
cent) achieved this performance goal
for 1994–96, compared with about
35 percent for the 1990–95 baseline
period. This is a result of improved
agricultural performance and gradually
declining rates of population growth.

For Africa, data were available for 16
USAID-assisted low-income countries
and 14 (88 percent) surpassed the per-
formance goal, in most cases by sub-
stantial margins. This compares with
33 percent in the base period. Only
Madagascar and Zambia fell short. For
the two low-income countries without
data, it is likely that Eritrea (3.5 per-
cent per capita gross domestic product
growth) had rapid agricultural growth
and Tanzania (0.3 percent) did not.

For the Asia and Near East region,
four of the seven low-income countries
—India, Mongolia, Nepal, and Vietnam
—exceeded the performance goal, and
Cambodia just met it. Bangladesh and
Sri Lanka fell short, but still enjoyed
very rapid overall growth in per capita
income (more than 3.5 percent). This
success rate of 71 percent compares
with 43 percent in the base period.

For the Latin America and Caribbean
region, three of the four low-income
countries—Guyana,  Honduras, and
Nicaragua—surpassed the performance
goal. Data are not available for Haiti,
but performance probably fell short.

For the region of Europe and the new
independent states, three out of eight
low-income countries—Albania,
Armenia, and Kyrgyzstan—surpassed
the performance goal. Data were not
available for Azerbaijan, Bosnia,
Moldova, Tajikistan, and Turkmenistan.8

• Proportion of the Population in
Extreme Poverty Reduced by
25 Percent in 10 Years

Data on poverty appear only sporadi-
cally. Nonetheless, the goal of reducing
the proportion of the population in
poverty is included in the USAID
strategic plan because the “war on
poverty” is as important abroad as it is
domestically, and because USAID sub-
scribes to the goals of the Development
Assistance Committee of the Organiza-
tion for Economic Cooperation and
Development (OACD).

Overall, incomes have been expanding
in line with the performance goal in
57 percent of USAID recipient coun-
tries, including all of low-income Asia,
which, because of its high population,
is home to the bulk of global poverty.
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For the Africa region, 11 of 20 USAID
countries (55 percent) achieved per
capita income growth of 1.9 percent or
better during 1994–97, and two others
(Ghana and Senegal) were very close.
This compares with 33 percent in the
1992–96 base period. However, a ma-
jor concern is that, with the exception
of Ethiopia, growth in the larger coun-
tries in the region—Congo, Kenya,
Nigeria, South Africa, and Tanzania—
has been inadequate to achieve the
target. This poses a considerable drag
on overall progress in reducing poverty
in Africa, which accounts for about one
quarter of global poverty outside
China.

For the Asia and Near East region,
all 14 USAID countries had per capita
income growth above the relevant
thresholds, typically by substantial
margins. This compares with 43 per-
cent in the base period. Since the re-
gion accounts for two thirds of global
poverty outside China, these findings
are encouraging. Although Indonesia’s
progress has stalled, continued growth
at current rates in Bangladesh, India,
Nepal, the Philippines, Vietnam, and
others would mean significant progress
in reducing global poverty.

For the Latin America and Caribbean
region, 5 of 15 countries had per capita
income growth above the threshold—
Brazil, Dominican Republic, El Salva-
dor, Guyana, and Peru. In addition,
growth in Mexico has been accelerat-
ing since 1995.

For Europe and the new independent
states, 11 of 22 countries exceeded the
0.8 percent growth rate required for
the reduction in poverty target. Trends
for most other countries have been
positive.

• Increased Openness and Greater
Reliance on Private Markets

To assess increased openness and
greater reliance on private markets,
USAID looks at three indicators—
scores for economic freedom, direct
foreign investment, and trade. The
Heritage Foundation compiles annual
scores for economic freedom, covering
most USAID recipients. The scores
seek to measure the degree to which
the policy and institutional setting sup-
ports well-functioning private markets
that reward individual initiative. The
scores are partly a measure of commit-
ment to sound policies, and partly an
indicator of success in the difficult task
of building the institutional foundations
for markets (such as a well-functioning
judicial system and effective oversight
of financial markets). For each country,
USAID compared the scores covering
1997 with the average scores for 1994
and 1995. Overall, economic freedom
has improved in 68 percent of USAID-
recipient countries, remained un-
changed for about 10 percent, and
declined in 22 percent. Economic free-
dom has improved in at least 60 per-
cent of the countries in each region.

ACHIEVING POVERTY REDUCTION

Estimated growth rates required to
achieve the poverty target by region:9, 10

Agency Objective 1.2

Sub-Saharan Africa 1.9%

Latin America and the Caribbean 1.8%

South Asia 1.3%

East Asia 1.2%

Middle East and North Africa 0.3%

Europe and central Asia 0.8%
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For the Africa region, economic free-
dom increased in 11 of 18 countries
(61 percent). Ghana, Mali, and Tanza-
nia showed the greatest improvements.
In Malawi, Zambia, and Zimbabwe,
economic freedom scores declined.

For the Asia and Near East region,
economic freedom increased in 11 out
of 14 countries (79 percent). The great-
est improvements were in Indonesia,
Israel, Mongolia, the Philippines, and
Sri Lanka. Economic freedom declined
in Lebanon and Morocco.

For the Latin America and Caribbean
region, economic freedom increased
in 10 of 15 countries (67 percent).
Bolivia, Ecuador, Haiti, Nicaragua,
and Peru achieved the biggest gains.
Economic freedom declined slightly in
the Dominican Republic, Guyana,
Mexico, and Paraguay.

In Europe and the new independent
states, 11 of 17 countries (65 percent)
improved and 5 declined in economic
freedom. Lithuania, Moldova, and
Romania achieved the largest
improvements.

Direct foreign investment is a second
indicator of increased openness and
greater reliance on private markets.
To assess change, USAID compared
average annual net direct foreign
investment for 1995–96 with data for
1992-93. Overall, direct foreign invest-
ment has mushroomed in USAID
recipient countries from annual levels of
$19 billion in 1992–93 to more than
$51 billion for 1995–96. However, it has
tended to be highly concentrated in rela-
tively few countries. The top four recipi-
ents (Mexico, Brazil, Indonesia, and
Poland) together account for more than
half of direct foreign investment, adding

Hungary, Peru, India, Russia, and Israel
brings it to nearly 80 percent.

For the Africa region, direct foreign
investment increased in 10 of 15 coun-
tries (66 percent), was fairly stable in
two others, and declined in only three
countries (Angola, Benin, and Mada-
gascar). This is essentially unchanged
from 62 percent in the baseline period
(1995 compared with 1990). The most
significant increases were in Ghana,
Mali, South Africa, Tanzania, and
Uganda. Overall foreign investment
more than doubled, to about $1.2 billion.

For the Asia and Near East region,
direct foreign investment clearly in-
creased for 11 of 14 USAID recipient
countries (79 percent), compared with
92 percent in the baseline period. It
showed no discernible trend in Bangla-
desh and declined in Morocco and
Sri Lanka. The largest increases were in
Israel, Indonesia, India, Vietnam, and
the Philippines. Overall, direct foreign
investment in the region nearly trebled,
from $5 billion to almost $15 billion.

For the Latin America and Caribbean
region, direct foreign investment in-
creased in 13 of 15 USAID countries
(87 percent) compared with 92 percent
in the baseline period. It fell in
Guatemala and Guyana. The largest
increases were in Brazil, Mexico, and
Peru. These three countries accounted
for almost 90 percent of the 1995–96
levels. Overall, direct foreign invest-
ment in the region increased from about
$8 billion to about $21 billion.

For the region of Europe and the new
independent states, data for direct
foreign investment for many countries
only started to appear in 1993 and 1994.
Systematic comparisons with a 1992–93
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baseline are therefore not possible.
However, there is a clear rising trend in
about 80 percent of the countries with
data, which is not surprising, since
many started from ground zero. Among
the  formerly communist countries,
direct foreign investment increased
from $3.6 million (mainly in Poland
and Hungary) to more than $12 billion.

The third indicator of increased open-
ness and greater reliance on foreign

markets is increased trade. For
brevity, this analysis assesses
export growth, a key determi-
nant of a country’s capacity to
achieve and sustain overall
growth in incomes, output,
and productive employment.
For the most part, perform-
ance was better than during
the baseline period. In particu-
lar, a number of poor countries

are enjoying considerable suc-
cess in increasing exports.

For the Africa region, exports
grew by more than 8 percent on

average. Guinea–Bissau, Ethiopia,
Uganda, Zimbabwe, Mozambique,
Ghana, and Kenya achieved the most
rapid export growth rates, ranging from
9.5 percent for Kenya to 26 percent for
Ethiopia and Guinea–Bissau.

For the Asia and Near East region,
export growth was 10.3 percent.
Bangladesh, Nepal, India, the Philip-
pines, and Jordan achieved the most
rapid growth in exports, ranging from
more than 15 percent annually for
Bangladesh and Nepal to more than
11 percent for Jordan.

For the Latin America and Caribbean
region, exports grew at 8.2 percent,
exceeding by a significant margin the
4 percent growth rate (for merchandise
exports) in the baseline period. Export

growth was most rapid in Haiti (from a
low base), Nicaragua, and El Salvador
(14 percent to 19 percent). Bolivia,
Guyana, Paraguay, and Peru achieved
export growth rates at or near 10 percent.

For the region of Europe and the new
independent states, trade data are too
sparse and incomplete to warrant
reporting.

• Diminished Reliance on
Concessional Foreign Aid in
Advanced Countries

As developing countries reach middle-
income and then advanced status,
which is typically signaled by eco-
nomic and social indicators, the need
for foreign aid diminishes and eventu-
ally disappears. It is not clear whether
this paradigm can be applied to Europe
and the new independent states
countries, since per capita income and
social indicators are generally not good
indicators of success in transition from
communism. Nonetheless, aid depen-
dence overall has been low and falling
in most countries that would be con-
sidered advanced. Details are available
in the tables in annex C.

Monitoring Performance
in Economic Growth and
Agricultural Development

In addition to monitoring country
performance, USAID closely monitors
its operational-level program perform-
ance. As an integral part of its man-
aging-for-results approach, USAID
programs in each country develops its
Country Strategic Plan, consisting of
several broad strategic objectives. Each
strategic objective has several specific
intermediate results that contribute
directly to its accomplishment. USAID
monitors performance at both levels.

As

developing

countries reach

middle-income and

then advanced status,

the need for foreign

aid diminishes

and eventually
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• Data for Performance Monitoring

The USAID program in each country
identifies performance indicators to
measure progress of each strategic
objective and intermediate result.
Regional bureaus review and approve
these indicators. To measure perfor-
mance, an indicator must have two
elements: an annual target (derived
from baseline data) and actual data on
the strategic objective’s performance
during the year under review.

In 1997, target and current data were
reported for 68 percent of the 145 eco-
nomic growth strategic objectives. This
improvement, up from 43 percent in
the previous year, reflects efforts by
USAID’s Center for Economic Growth
and Agricultural Development and
regional bureaus to help USAID Mis-
sions identify effective indicators and
improve data collection.

Performance reporting for lower-level
intermediate results is also important
and the Agency monitors it annually.
In 1997, there were FY97 performance
data against established targets for
73 percent of the 422 intermediate
results in economic growth and agri-
cultural development.

In addition, USAID also monitors the
percentage of strategic objectives
where indicators meet or exceed the
established annual target. This mea-
sure, looking solely at the indicator
data at the strategic objective level,
provides one perspective on the aggre-
gate performance of the objectives in
each goal area. Of those economic
growth strategic objectives for which
full indicator data were reported for
1997, targets were met or exceeded in
75 percent of the cases and not met in
25 percent of the cases.

• 1997 Performance:
Bureaus’ Technical
Performance Assessments

Indicator data tell only part of the per-
formance story. To assess USAID’s
program performance, the regional
bureaus in Washington complete an
annual technical review of each strate-
gic objective, including its intermediate
results. This review combines analysis
of performance indicator data, qualita-
tive evidence of progress, and perfor-
mance trends and prospects.

The bureaus reviewed 127 programs
in support of the economic growth goal
in 1997.11 Of 127 strategic objectives
in support of the economic growth and
agricultural development goal, regional
bureaus judged that 20 percent exceeded
performance expectations, 64 percent
met expectations, and 16 percent fell
short of expectations in 1997.12

For developing countries alone, bureau
performance scores suggest that the
performance of economic growth
programs across all Agency objectives
was quite good. Performance exceeded
expectations for 26 percent, met expec-
tations for 64 percent, and fell short of
expectations for only 10 percent. In the
former communist countries, 13 per-
cent of all economic growth programs
exceeded expectations, while 64 per-
cent met expectations, and 23 percent
fell short.

• Reasons for
Performance Problems

Two thirds of those programs failing to
meet expectations were in the former
communist countries of Europe and
the new independent states. Several
factors help account for the higher inci-
dence of performance shortfalls there.
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First, the challenges of transition from
communism are distinct from those of
development. The problems have
more to with undoing and replacing
entrenched, maldeveloped communist
institutions than building on and
strengthening existing (underdeveloped)
institutions. The former is arguably the
tougher task. Second, the track record
in transition from communism is less
than a decade, compared with almost
40 years of experience in development.
The “state of the art”—the body of
lessons learned—is considerably less
advanced for post-communist transi-
tions. Third, USAID has had much less
of a field presence in the former com-
munist countries, which is especially
important where the challenge is insti-
tutional change. Fourth, political
crises, civil unrest, and unanticipated
economic problems account for some
of the unsatisfactory performance.

For example, in Albania, expectations
were not met for two strategic objec-
tives. A failed get-rich-quick pyramid
investment scheme wrought havoc in
the country’s financial sector. Subse-

quent civil unrest directed at the
government then threw the enterprise
development program off track. In
other countries, including Armenia,
Romania, Russia, Slovakia, Turk-
menistan, and Uzbekistan, USAID
set expectations too high, given that
programs are being developed in envi-
ronments that are still evolving, some-
times with considerable turmoil.

Examples from developing countries
where program performance fell short
of expectations included Ethiopia and
Jamaica. In Ethiopia, despite signifi-
cant progress in one area of the pro-
gram, overall program performance
suffered because the Ethiopian govern-
ment has no agreement on any major
bilateral assistance programs for agri-
cultural production.13  In Jamaica,
USAID concluded that despite signifi-
cant accomplishments in many areas,
the overall program objectives were too
ambitious and not within USAID’s
manageable interest, given the modest
size of the program. Section III of this
chapter presents further information on
USAID’s experience in Jamaica.

To illustrate USAID’s work, this section
explains the approaches USAID uses to
promote each of the three Agency ob-
jectives and provides significant results
of selected USAID programs, including
some that succeeded and some that fell
short of expectations.

Expanded and Strengthened
Critical Private Markets

Many of USAID’s programs that
expand and strengthen critical private
markets work to improve policies and

regulations (including fiscal and mon-
etary policies) to create an enabling
environment for private sector groups.
They also concentrate on privatizing
state-owned enterprises, developing the
capacities of private sector enterprises
and entrepreneurs to take advantage of
domestic and international market
opportunities, and promoting the devel-
opment of sound, efficient financial
markets. The following are representa-
tive of the approaches undertaken by
USAID in strengthening markets.

III. HIGHLIGHTS
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In Romania, USAID promoted an
improved enabling environment for
entrepreneurs. In 1997, USAID-
supported laws governing enterprise
development were passed. The Agency
also strengthened the capacity of busi-
ness associations to serve as conduits
for training small and medium-size
enterprises in financial planning and
improved management practices. In
1997, sales by small and medium-size
enterprises grew by 43 percent, com-
pared with 30 percent growth in 1996.14

In Kyrgyzstan, despite USAID’s
efforts to develop the private sector,
results in 1997 fell short of targets. The
government delayed privatization of
some of the largest industrial enter-
prises and suspended privatization for
the nine largest enterprises. As a result,
the private sector share of gross domes-
tic product remained at the 1996 level
of 78 percent, short of the 80 percent
target.15 However, USAID did achieve

significant results in improving laws
and policies in commercial law and
trade and investment policy, assisting
in the drafting and implementation of
75 key laws and regulations, exceeding
the target of 45.16

In Russia, USAID worked with the
banking sector. In the initial phase of
transition to a market economy, banks
proliferated, many with solvency
problems. USAID helped strengthen
the bankruptcy and consolidation
process and make it more transparent.
In 1996–97, the number of licenses of
insolvent banks revoked by the Central
Bank grew from 620 to more than 930.17

Nonetheless, events in 1998 show that
more work is needed.

In Ukraine, USAID supported devel-
opment of a market-oriented private
banking sector by providing technical
assistance to strengthen the financial
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infrastructure: bank supervision, bank
accounting standards, electronic funds
transfer systems, legal systems, and a
collateral registry. USAID assistance to
commercial banks helped them become
more oriented to the financial needs of
the private sector. In 1997, private
banks’ assets performed better than
those of the state banks. The value of
the assets of the 10 largest private-
sector banks reached 52 percent of that
of the state-owned banks (compared
with 35 percent in 1995), exceeding the
50 percent target.18  This improvement
in the practices and performance of
private commercial banks enabled
them to expand their lending to more
lucrative private-sector lending oppor-
tunities. In 1997, the share of total bank
credits going to private enterprises and
households reached 49 percent, exceed-
ing the 45 percent target.19  In 1995
(the baseline year), this figure was only
36 percent.

In Ghana, USAID training and tech-
nical assistance supported ongoing
reforms in trade and investment policy.
The Agency helped improve the capac-
ity of private exporters to compete in
international markets, contributing to
an increase in nontraditional exports
from $227 million in 1996 to $300 mil-
lion in 1997, exceeding the target of
$250 million.20  Nontraditional exports,
including Asian vegetables, furniture,
handicrafts, medicinal plants, and
textiles, now make up 20 percent of
all export earnings, up from 15 percent
in 1996.21

In Uganda, USAID has played a major
role in the growth of the nontraditional
agricultural export sector by supporting
business planning, facilitation of
financing arrangements, marketing

support, and technology transfer. Pro-
duction of flowers, maize, vanilla, and
other nontraditional export crops met
program expectations by rising in value
by nearly 21 percent in 1996–97, to
$170 million, triple the growth rate of
8 percent in 1995–96.22  This contrib-
uted in turn to Uganda’s generally
strong overall export and economic
growth performance.

In Indonesia, USAID promoted trade
liberalization and increased domestic
competition through continued dialog
with the government on legal, policy,
and regulatory reform. This led to
lower tariff rates, lower export taxes
and the adoption of key commercial
law reforms. The Agency promoted
domestic competition through develop-
ment of small and medium-size manu-
facturing firms. In 1997, value added
by this sector rose by 24 percent (com-
pared with only 7.5 percent in 1994),
exceeding the 10 percent target.23

In Morocco, USAID provided assis-
tance to firms employing low-income
people in the production, processing,
packaging, and transport of almost
$25 million in exports. While exports
dropped slightly from 1996 levels of
$26 million, these results exceeded the
program target of $15 million.24 Some
$20 million of those exports were to
nontraditional markets (10 percent
more than in 1996), and included
horticultural products such as capers,
green olives, essential oils, herbs,
olive oil, red tomatoes, and spices.25

In Egypt, USAID technical assistance
helped expand and deepen the range
of financial services available, and
accelerated the pace of privatization.
The value of shares traded on the
Cairo and Alexandria securities ex-
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changes more than doubled over 1996
levels, reaching 24 billion Egyptian
pounds ($7.1 billion), and exceeding
USAID’s 1997 target of 12 billion
pounds.26

USAID programs promoting free trade
in Latin America and the Caribbean
help exporters be more competitive,
and help promote the transfer of much-
needed technology into the region.
USAID support for trade policy reform
under the regional Central America
Program enabled all Central American
countries to significantly reduce their
external tariffs, advanced the imple-
mentation of World Trade Organization
requirements, and increased the number
of products eligible for intraregional
trade. As a result, intraregional trade
increased by 15 percent in 1997 to
nearly $2 billion. The share of intra-
regional trade to gross domestic prod-
uct (GDP) exceeded 7.8 percent, meet-
ing USAID’s 1997 target.27

In Peru, USAID increases small
farmers’ access to market opportunities
by providing them with the technical
assistance, training, and access to credit
required to improve their productivity
and competitiveness. USAID targets the
production and marketing of nontradi-
tional exports such as  alpaca sweaters,
coffee, dry beans, garlic, handicrafts,
and natural vegetable dye. The value of
exports of these products grew from
$354 million in 1995 to more than
$472 million in 1997, exceeding the
$420 million target. These targeted
products are primarily produced by
women, who directly benefit from ex-
panded markets.28 The poor saw their
real (1994 dollars) per capita incomes
reach approximately $507 in 1997, com-
pared with $447 in 1994, meeting the

program target. The share of the popu-
lation classified as “extremely poor”
declined from 18.9 percent in 1996 to
13 percent in 1997, exceeding the target
of 17 percent.29 An important outcome
of this reduction in poverty is that
chronic malnutrition among children
fell from 26 percent in 1996 to 24 per-
cent in 1997 meeting the 1997 target).30

In Jamaica, USAID has provided
technical assistance to support the
beleaguered Customs Department in
implementing management and organi-
zational reforms and increasing custo-
mer orientation, efficiency, and trans-
parency. The department increased its
tariff revenues by 40 percent in 1997 to
$513 million, exceeding the program’s
$443 million target mainly because of
the adoption of improved invoice and
valuation systems.31 USAID activities
in infrastructure development, particu-
larly in roads, sanitation, and water,
helped  leverage more than $97 million
in investments in tourism infrastructure
in 1997 (exceeding the target of
$50 million).32 Tourism revenues rose
from $1.07 billion in 1996 to $1.13 bil-
lion in 1997.33 Despite these results, in
1997, foreign exchange earnings in key
agricultural exports and employment
in assisted areas declined from 1996
levels and fell short of targets. The
USAID Mission concluded that these
program results were beyond USAID’s
manageable interest, given the modest
size of the program, and revised its
program strategy and expectations for
1998 accordingly.

USAID recognizes the role of infor-
mation technology in promoting and
strengthening critical private markets.
Under its regional program for south-
ern Africa, USAID promotes a more
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integrated regional market by, among
other measures, improving telecommu-
nications law and policy and promoting
private investment in telecommunica-
tions. In 1997 there were 28 licensed
telecommunications service providers
(one more than in 1996), exceeding the
target of 27.34 Throughout Europe and
the new independent states, USAID
has integrated various information
technologies into its programs that
strengthen private markets.

In Moldova, USAID promotes private-
sector development by increasing the
availability and flow of business-
related information services through
the NewBizNet business information
network. In 1997, more than 310 busi-
nesses participated in the network,
exceeding the target of 300.35

Encouraging More
Rapid and Enhanced
Agricultural Development
and Food Security

USAID programs supporting more
rapid and enhanced agricultural devel-
opment and food security typically
encourage policy reform to liberalize
agricultural markets, both for commod-
ity and inputs. They also promote crop
diversification and production of high-
value crops that may be exported or
processed by domestic agribusiness.
In addition, they facilitate adoption of
high-yielding or improved varieties,
and promote activities that enhance
food security by increasing the avail-
ability of and access to food.

In Kenya, the Agency promotes the
growth of rural incomes by working to
increase commercialization of small-
holder agriculture. USAID supports

adoption of hybrid seeds, agricultural
marketing and export policy reform, and
development of marketing and export
capacity of associations of producers
and exporters. In 1997, smallholders
increased the amount of their produc-
tion that was marketed to 38 percent,
up from 24 percent in 1996, exceeding
the target of 35 percent. Horticulture
exports rose by 24 percent in 1997,
exceeding the target of  7 percent.36

In Malawi, USAID’s program contrib-
utes to higher agricultural incomes by
promoting adoption of improved crop
production and storage technologies
and by supporting liberalization of the
policy and marketing environment
small farmers face. In addition, the
program works to expand private-sec-
tor agribusiness and transport activities.
Farmers increased crop diversification
and adopted improved production tech-
niques that will  increase their incomes.
The share of high-yielding variety seed
and fertilizer sold through private chan-
nels reached 77 percent for seeds and
70 percent for fertilizer, exceeding the
program targets of 55 percent for each.
These 1997 results compare favorably
with 1996 figures of 74 percent and
57 percent, respectively.37

In Bangladesh, USAID promotes
improved food security for the poor by
working to increase the availability of
nutritious food for poor households and
increase their incomes through agri-
business development and
microenterprise. In 1997, the number
of poor households with vegetable
gardens and fish ponds producing for
local markets grew by 32 percent,
reaching 840,000, exceeding the target
of 817,000.38 USAID’s agribusiness
support program contributed to more
than 1,900 investments valued at $68
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million (compared with more than
2,300 investments valued at $15 mil-
lion in 1996), exceeding the targets of
1,100 investments with a total value of
$25 million.39

In Egypt, USAID’s efforts to liberalize
the agricultural sector through policy
dialog—particularly regarding the key
commodities of cotton and rice—
privatization, and agricultural export
promotion contributed to an increase in
the share of private sector agricultural
GDP from 62 percent in 1996 to
74 percent in 1997. They also helped
boost growth in overall agricultural
production from 3.1 percent in 1996 to
3.4 percent in 1997.40

In Nepal, USAID supports agricultural
development by helping farmers pro-
duce and market high-value commodi-
ties, including fruits, vegetables, and
livestock products. By supporting for-

mation of more than 500 production
and marketing associations that provide
marketing, nutrition, and technical
information to farmers, annual sales of
high-value commodities in assisted
areas rose from $15 million in 1996 to
$20 million in 1997, exceeding the
program target of $16 million.41  About
85,000 women farmers (nearly half of
all assisted farmers) were engaged in
producing high-value products, com-
pared with 35,000 in 1996. Farmers are
using their income from high-value
crop production and marketing to pur-
chase more nutritious food, and expand
and improve their farms.42 Further,
about 6,500 small traders, 73 percent
of whom are female, marketed high-
value products.

In Nicaragua, USAID emphasizes
market development by helping small
and medium-size farmers who produce
more than half of agricultural GDP.
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The Agency uses farmer service orga-
nizations to encourage farmers to em-
brace new technologies that improve
yields and to diversify into nontradi-
tional products. USAID-supported
efforts contributed to an 8.5 percent
increase in agricultural output in 1997,
exceeding the target of 7 percent.
Nontraditional agricultural exports
increased 28 percent to $122 million.43

The growth in nontraditional exports
led to 23,000 new jobs, of which
about 40 percent went to women.44

Nicaragua has reemerged as a major
exporter of basic grains to other Cen-
tral American countries.

Similarly, in Honduras in 1997,
USAID provided training and technical
and financial assistance to small busi-
nesses, small farmers, and exporters.
The Agency concentrated on produc-
tion and export of nontraditional crops,
such as okra and sweet onions. Overall,
private-sector employment increased
by 10 percent over 1996 levels to
1.5 million people, exceeding the target
of 1.4 million. A 16 percent increase in
private agricultural employment and
more nontraditional exports contributed
to this trend.45 The number of women
employed in the private sector grew by
15 percent, from 390,000 in 1996 to
nearly 450,000 in 1997, buoyed by
nontraditional and maquila (assembly
plant) exports. Female employment as
a percentage of total employment rose
from 28.5 percent in 1996 to nearly
30 percent in 1997.46

In Bolivia, USAID promotes food
security by increasing rural incomes
through Title II food programs that
enhance agricultural productivity by
developing rural infrastructure, includ-
ing roads and irrigation systems.47

Incomes of assisted rural households
rose by more than 50 percent from

$713 in 1996 to $1,136 in 1997,
exceeding the 1997 target of $749.48

The agency also promotes increased
access by the rural poor to technologi-
cal and marketing services. More than
5,300 producers—artisans, farmers,
and rural entrepreneurs—received tech-
nological services in 1997, exceeding
the target of 3,570. This was an almost
fourfold increase over 1996.49 Nearly
1,200 producers received marketing
services, exceeding the 1997 target of
974, a fivefold increase over 1996.50

In Moldova, USAID supported
privatization of state-owned assets.
In 1997, 72 large state farms were
privatized, resulting in the creation of
3,000 private farms, exceeding the
program target. Of those 3,000 farms,
nearly 1,300 have registered as new
farming enterprises and will benefit
from access to credit for fertilizer and
other inputs.51

Expanding and Making
Access to Economic
Opportunity for the
Rural and Urban Poor
More Equitable

USAID programs promote expanded
and more equitable access to economic
opportunity for the rural and urban
poor. They do this specifically by using
approaches that stimulate
microenterprise expansion, improve the
policy and enabling environment for
small farmers and businesses, and in-
crease access by microenterprises to
credit and technology. Many programs
specifically address improving access
of women and other disadvantaged
groups to productive resources. The
following programs demonstrate the
impact of USAID-funded activities.
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In South Africa, USAID worked to
improve the policy and regulatory envi-
ronment and increase the capacity of
formal financial institutions to service
micro and small enterprises. The num-
ber of microenterprises accessing loans
rose from 16,000 in 1996 to 25,000 in
1997.52  Ninety-two percent of all
microenterprises receiving loans in
1997 were women-owned. The value
of these loans rose from $4.3 million
in 1996 to $7.4 million in 1997, ex-
ceeding expectations.53

In Uganda, where overall economic
performance has been very strong,
nearly 14,000 rural small and micro-
enterprises borrowed under USAID’s
program in 1997, more than twice the
target of 6,000. That represents a
dramatic increase over the 1995 level
of 3,800.54  The average loan size was
under $1,500, and USAID estimates
that 70 percent of all borrowers are

women. By contrast, program results in
Tanzania—where economic perfor-
mance was quite weak—fell short of
expectations. While the level of
investment in urban small and micro-
enterprises rose from $0.2 million in
1996 to $1.7 million in 1997 (exceed-
ing the target of $1 million), invest-
ment in rural enterprises fell short of
the $2.5 million target.55  As a result,
anticipated levels of employment in
assisted enterprises fell well short of
the 1997 target of 2,700 jobs, and
actually dropped from the 1996 figure
of 1,800 jobs. However, the absolute
increase in rural investment between
1996 and 1997—from $0.9 million to
$2.0 million—does represent progress.56

In response to this performance
problem, USAID/Tanzania has taken
measures to rethink and redesign its
approaches to improving economic
growth, and will focus on activities
that have a greater chance of success.
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USAID continued to achieve impres-
sive results in its microenterprise
development program in Bolivia in
1997. The number of active borrowers
increased from about 130,000 in 1996
to 163,000 in 1997, exceeding the
target of 150,000.60 Among the 1997
borrowers, 72 percent were women.
More than 36,000 permanent jobs were
created through these microenterprise
investments in 1997.61 The combined
value of loan portfolios of USAID-
assisted financial institutions serving
the poor increased from $77 million in
1996 to $106 million in 1997.62

In Jordan, USAID promotes increased
microcredit for women through the
formal banking system. In 1997 more
than 8,600 enterprises obtained credit
(compared with 2,900 in 1996), ex-
ceeding the program target of 4,500.
Twenty-four percent of all borrowers
were repeat borrowers.57 In Morocco,
USAID’s Micro Finance and New
Enterprise Development Program
helped small and medium-size enter-
prises obtain 25,000 business licenses
(5 percent more than in 1996), exceed-
ing the 23,000 target.58 About 3,500
small and medium-size enterprises
received loans under the credit program
in 1997, compared with slightly more
than 1,000 in 1996.59

IV. ACHIEVING DEVELOPMENT IMPACT
IN THE FINANCIAL SECTOR

This section takes an in-depth look
at how USAID has sought to influence
one particular area—the financial sec-
tor. The USAID approach to finance
builds on decades of learning, both
from direct experience and from theo-
retical and applied research. The first
part of the discussion illustrates how
developmental thinking and USAID
programs evolved over the long term.
That is followed by a description of
ongoing efforts to maximize impact in
two areas, microenterprise develop-
ment and capital markets development.

Learning From Experience
in Financial
Sector Programs

The Agency and other development
organizations have learned from expe-
rience over the long term. The quality
of USAID projects and USAID’s ability

to draw proper lessons from experience
depend not only on evaluation of past
projects but also on keeping current
with developments in economic think-
ing, with research on related issues,
and with monitoring the actual perfor-
mance of financial systems and institu-
tions. All three aspects of learning are
evident in USAID’s changing approach
to financial sector development in the
past several decades.

One of the earliest studies, which sub-
stantially influenced the entire donor
community, was a 1972  USAID evalu-
ation of its programs for credit to small
farmers. Such programs, usually pro-
viding low-interest rate, or preferential
interest rate, loans were common dur-
ing the 1960s. At the time, the belief
was that low interest rates were neces-
sary because small farmers could not
afford to pay market rates of interest.
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The evaluation uncovered two serious
problems with preferential interest rates.
First, lending institutions were unsus-
tainable because their interest collec-
tions could not cover their costs. They
gradually became decapitalized and
were unable to provide continuing sup-
port for the financial needs of small
farmers. Second, the subsidy attracted
more potential borrowers than could be
accommodated with available funding.
The usual response of bankers to this
excess demand for loans was to find a
way to ration available funds. Depend-
ing on circumstances, rationing devices
included choosing those with the best
collateral, those most politically well
connected, or those willing to pay the
largest bribe to banking officials.

These findings led to further research to
substantiate the results and to develop
new approaches to small-farmer credit.
The research, (much of it carried out by
Ohio State University), spurred the
creation of a new approach to small-
farmer lending that emphasized posi-
tive real interest rates, sound financial
institutions, attention to the nonfinan-
cial costs of borrowing, and resource
mobilization. USAID adjusted its
approach to small-farmer lending, and,
more broadly, its activity in the finan-
cial sector as a whole. Agency policy
was changed to prohibit lending at
negative real interest rates, and encour-
aged development of sound financial
institutions. The lessons were gradually
introduced into USAID programs and
some programs of other donors, though
other donors were much slower in
applying them. A good example of this
is the small-farmer credit project in
Honduras, which will be presented
later in this section.

In 1990, as part of an effort to dissemi-
nate this approach and to relate it to

another area of finance, USAID pre-
pared a paper for other donor members
of the OECD Development Assistance
Committee. This paper, Development
Finance Institutions: A Discussion of
Donor Experience, looked at the expe-
rience of USAID and other donors in
establishing development finance insti-
tutions (DFIs). These had been seen as
a means of increasing productive in-
vestment by providing long-term
finance. Since commercial banks
specialized in short-term credit,
it was thought that long-term
investment was underfinanced.
Donors, including USAID, pro-
moted creation of new, usually
government-owned, institu-
tions intended to use donor
funding and domestic savings
to lend money for develop-
mentally oriented investment.

As the paper made clear, expe-
rience with DFIs was generally
unsatisfactory. Most failed to play
the developmental role envisioned
for them, and few became financially
sustainable. Several factors were at
work. First, repayment experience was
often unsatisfactory, as projects financed
by these institutions frequently failed.
Second, the interest rates they charged
often were not inflation-adjusted: when
inflation rates rose, the institution
quickly began to decapitalize. Third,
many DFIs concentrated more on
channeling donor resources than on
mobilizing savings on their own. As
donors became disenchanted with them
and ceased providing funding, these
banks ended up having no resources to
lend. A World Bank analysis at about
the same time produced similar find-
ings. These difficulties led USAID to
change its approaches to DFIs, apply-
ing the lessons learned to design and
implement more effective programs.
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Maximizing the Impact of
USAID’s Ongoing Programs

• Overview of USAID Activities and
Approaches in Financial Sector
Development

Current USAID approaches include
promoting sound fiscal and monetary
policies, strengthening banking insti-
tutions and financial markets, and
promoting access to credit by the rural
and urban poor through agricultural
credit and microenterprise lending pro-
grams. In 1997, USAID had nearly 80
programs with financial sector
components. These programs covered
a range of objectives, many of them
with multiple objectives.

• Thirty-four promoted increased ac-
cess by micro, small, and medium-
size enterprises to credit and were
concentrated in Africa (8), Asia (10),
and Latin America and the
Caribbean (10).

• Twenty-eight programs, mostly in
eastern Europe and the new indepen-
dent states (21), sought to develop
and strengthen private banking insti-
tutions to play a key role in financial
intermediation.

• Twenty-five programs promoted
development of the capital market as
an essential complement to the
banking sector in channeling savings
toward productive investments and
in providing efficient mechanisms
for corporate governance. Seventeen
were in eastern Europe and the new
independent states.

• Seventeen programs promoted
sound fiscal and monetary policies
and fiscal management practices.

• Ten programs sought to promote
agricultural development by increas-
ing access by farmers to credit and
other financial services. These pro-
grams were concentrated in Africa
and Latin America and the Carib-
bean.

The remainder of this section examines
the way lessons from experience have
been used to increase the effectiveness
of USAID programs in two areas of the
financial sector: microfinance and capi-
tal market development.

• Microfinance

The basic concept behind support for
microfinance is simple: poor people
have labor and energy to offer but lack
capital to increase their productivity.
Access to financial services can be val-
uable to the poor and a highly produc-
tive use of donor financial resources.

Despite the attractiveness of
microfinance, there are numerous prac-
tical problems in providing it on a large
scale. Donor management resources are
inadequate to provide direct financing.
Intermediate institutions are needed
and they must have the capacity to
overcome the myriad administrative
and management problems associated
with provision of financial services.

USAID, along with other donor
agencies and many nongovernmental
organizations, has been experimenting
for more than a decade with various
approaches to providing microfinance.
A 1995 USAID study, Maximizing the
Outreach of Microenterprise Finance:
An Analysis of Successful Microfinance
Programs, achieved a wide readership
in the development community and
helped set the standard for programs by
other donors and nongovernmental
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organizations. The study concluded
that financial self-sufficiency was both
possible for microfinance institutions
and essential to the rapid growth needed
to make their efforts successful.

The most successful institutions con-
centrated on containing costs and using
techniques such as group lending or
graduated loans to ensure good repay-
ment. Just as important, successful
institutions charged interest rates that
were positive in real terms and covered
all costs. By producing a profit, such
efforts allowed microfinance institu-
tions to tap into nonconcessional funds
—such as loans from commercial
banks—and to grow rapidly. Typically,
their client base increased by 25 per-
cent to 100 percent each year. Such
institutions can reach far more poor
people than traditional subsidized pro-
grams, which require ongoing infusions
of funds. The results of the study were
incorporated into USAID policy for
microenterprise development.

Example: Building Sustainable
Microfinance Institutions

A USAID project in Honduras has
helped revitalize the entire credit union
system there. The system was largely
failing when USAID began a project in
1985 to improve small-scale farmers’
lives by providing them access to
needed services and inputs. Existing
credit unions suffered from years of
weak management, subsidies, and
accumulated debts stemming from
cheap donor-driven targeted credit.
This situation left many of them insol-
vent or insecure and dependent on ex-
ternal funding.

Thus, in 1987 the 35 credit unions re-
ceiving project assistance had a mem-

bership of 25,887, savings of only
$18.4 million, and loans of $17.8 mil-
lion. Loan delinquency rates frequently
topped 40 percent. Leadership and
management were often poorly trained
and demoralized. The national federa-
tion was bloated, oriented toward donor
handouts, and unresponsive to its own-
ers—the credit unions. The federation
showed a long string of operating losses
and persistent negative net worth.

To turn this around, USAID worked
with the government of Honduras,
contributing $14.6 million in grants
and $3 million in loans over a 10-year
period. The aim was to strengthen the
management, planning, and capital
formation capabilities of member agri-
cultural cooperatives and credit unions.
The project provided institutional sup-
port in the form of technical assistance
and small grants for business improve-
ments, as well as financial stabilization
funds to develop a capital base. As a
condition of assistance, participating
organizations had to be willing to
implement far-reaching improvements
in practices and approaches, including,
but not limited to, market pricing of
services, competitive interest rates,
financial and accounting restructuring,
and mobilization of capital.

By the time the project ended in 1995,
membership had more than tripled to
88,000, 43 percent of whom were
women. Savings in the previous four
years had grown at an annual real
growth rate of 10.5 percent to almost
$40 million. The credit unions’ share
of national savings increased from
5.8 percent to 12.2 percent. The loan
portfolio had doubled to $30 million,
reaching 32,858 rural micro and small
business and smallholder borrowers.
Loan delinquency rates fell dramati-
cally. In addition, a downsized national
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federation has become a profitable,
well-capitalized financial intermediary
for the credit union system. It provides
demand-driven, self-financing services
to members, including training, insur-
ance, technical assistance, an excess
liquidity facility, and a valuable finan-
cial inspection and certification service.

An important strategic choice of the
project was to rely entirely on savings
to capitalize and fund the loan opera-
tions of credit unions. Because they
had 1) competitive interest rates, 2) ef-
ficient and business-based manage-
ment, 3) applied financial criteria and
indicators, 4) computerized systems,
and 5) a strong customer service orien-
tation, credit unions were revitalized—
developing a credible image—and
were very successfully in increasing
their market share. An indicator of
confidence in the system was the
surprising number of nonmembers
opening demand deposit and savings
accounts in local credit unions. The
credit unions brought new people into
the formal financial sector—farmers,
women, micro and small entrepreneurs,
lower salaried workers, and other
marginalized Hondurans.

By applying important lessons from
previous donor experience in micro-
finance, the project demonstrated a
number of principles crucial for ensur-
ing system sustainability:

• A real sense of ownership by project
beneficiaries who have a personal
financial stake and voice in their
organizations

• Strong profit incentives for co-op
and credit union leadership and
management to augment their capital
base by competitively and efficiently
drawing in and serving clients

• A diversified financial base of rural
savers and borrowers within the
credit union system, including
farmers, which spreads risks and the
demand and supply of liquidity
across the system.63

• USAID Capital Markets Projects

USAID has worked in several countries
to promote development of capital
markets. One means to avoid crises like
the ongoing one in Asia is to broaden
capital markets. The Asian countries
where the crisis began depended
heavily on short-term bank lending.
While there were significant problems
with lack of transparency in invest-
ments, investments made for political
rather than economic reasons, and
corruption, the crisis might have been
lessened had firms used long-term
loans and equity investments instead.
USAID’s central evaluation office, the
Center for Development Information
and Evaluation, recently reviewed
five capital markets projects, in India,
Kenya, Morocco, the Philippines and
Romania. The purpose was to examine
the effectiveness of USAID assistance
and to draw conclusions about the
value of such assistance for USAID
sustainable development goals.

The findings of the study were gener-
ally positive, concluding that USAID
projects in several countries had been
successful. In both India and the Philip-
pines, The Agency’s strengthening of
governmental regulatory agencies im-
proved the operation of the capital mar-
ket substantially. In each case, hundreds
of millions of dollars of foreign invest-
ment were attracted to the country be-
cause of the policy and institutional
changes the USAID project promoted.
At least in part because of the strength-
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ening of government oversight of the
capital market and increased transpar-
ency, both India and the Philippines
have been only marginally affected by
the Asian financial crisis. In Romania,
the USAID-financed creation of a new
stock exchange, while a technical
success, has not made a significant
contribution to Romanian development.
The government has failed to privatize
firms as rapidly as originally planned,
and economic reforms have lagged. As
a result, stock market volume has
grown but slowly.

Several general findings emerged from
the study of USAID efforts to develop
capital markets:

• Capital market development cannot
simply be left to market forces. Gov-
ernments must take an active role to
create a policy and institutional
framework that promotes efficiency.
Left to themselves, market interme-
diaries are likely to create monopo-
listic arrangements that lead to high
transactions costs, an atmosphere
permissive of self-dealing and rigged
transactions, and insufficient flow of
information to potential investors.

• Donor support for strengthening
the regulatory framework and insti-
tutions is a much more promising
avenue of assistance than direct
support to individual firms or
investment houses.

• A capital market regulatory frame-
work modeled on the U.S. system is
appropriate for developing countries.
USAID has demonstrated through its
success in countries like India, Ro-
mania, and the Philippines that it can
identify and contract for appropriate
expertise to transfer the U.S. model.

• Capital markets projects are best
suited to well-managed, rapidly

growing economies where existing
capital structures are limiting invest-
ment, and where firms are actively
interested in additional financing.
Weak government management of
the financial sector, as manifested in
inflation, large government budget
deficits, and uncertainty about the
path of future government policies—
all these deter investment. Capital
market reforms will not produce
growth in a stagnant, poorly man-
aged economy.

RESPONSE TO THE
ASIAN FINANCIAL CRISIS

Unlike microfinance, where USAID had years to conduct
research and experimentation and implement programs, the
Asian financial crisis of the past year required immediate
response. The Agency needed to decide whether its ongoing
programs were still appropriate in light of the changed
condition of the recipient countries and whether new initia-
tives, particularly for poor people, were needed to deal with
the consequences of the financial collapse.

Although USAID continues to work to understand and
respond to the Asian crisis, several things have become
clear. First, the crisis requires an international response;
USAID’s contribution can only be a modest part. Second, the
human suffering from the crisis is large, and the international
community needs to act to minimize it. Third, the crisis high-
lights the importance of the generally sound approaches to
financial markets that USAID has supported in Asia and
elsewhere. These approaches include strengthening gov-
ernment oversight of financial institutions to prevent the
excessive risk-taking and cronyism evident in the crisis, and
the development of equity markets to reduce businesses’s
dependence on short-term borrowing from banks. The
vulnerability resulting from excessive debt–equity ratios was
responsible for much of cascading collapse of banks and
firms in Asia.

USAID is beginning to implement new programs for Asia.
The assistance includes emergency food and other
assistance to the poorest and most severely affected people
and assistance to governments to strengthen their oversight
of financial markets. Some governments that previously
discouraged assistance in overseeing financial markets now
welcome it.
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• Creation of long-term debt markets
is essential to reduce the risk of
financial crises like the recent one
in Asia. This will require improve-
ments in government policy to elimi-
nate inflationary expectations and
reduce crowding out by government.
Long-term finance for infrastructure
has considerable potential to promote
growth and can be supported by
innovations in debt markets.

These findings already provide impor-
tant guidelines for USAID work in

capital markets development. Dissemi-
nation of the final report, both in writ-
ten form and electronically on the
Agency’s Web site, will provide an
opportunity for a wider audience to
comment on and react to the findings,
and to use them in conceptualizing and
designing new projects. The Agency’s
policy staff will eventually review the
report to identify areas where Agency
guidance for capital markets projects
needs to be modified to ensure maxi-
mum impact.

V. CONCLUSION

USAID’s economic growth and
agricultural development programs
help promote economic freedom,
raise incomes, and reduce poverty in
developing and transition countries.
Overall, they continue to perform well
and contribute to generally positive
economic trends in many countries. In
1997, programs that strengthen mar-
kets, enhance agricultural development,
and expand access and opportunity to
the poor yielded significant results in
all regions.

Recent country trends show progress
that is generally in line with USAID
performance goals. However, the data
do not reflect the more recent eco-
nomic crises in some Asian countries
and elsewhere. USAID, other donors,
and governments around the world face
the formidable challenge of maintain-
ing economic and social progress in
developing and transition countries into
the next century. The Agency remains
committed to the DAC target of a

50 percent reduction in the proportion
of the world’s population living in
extreme poverty by 2015.

USAID’s programs in economic
growth and agricultural development
build on years of development experi-
ence and use effective and sound
approaches to solving economic
problems. The Agency’s experience in
the financial sector illustrates the syn-
ergy between operations, evaluation,
research, and policy. Its approaches to
microfinance and capital markets dem-
onstrate how a thoughtful economic
growth strategy can be appropriately
applied to respond to the needs of spe-
cific countries and to future economic
challenges and crises around the globe.
These continued efforts and the wide-
spread adoption and use of these prac-
tices should enable the global commu-
nity to respond to the economic needs
of the poor and to help prevent major
economic crises in developing and
transition countries.


